09/17/2007 MON 10:44 PAX 650 474 8401 — — USPTO-Gen Off FAX 0003/026 

Application Serial No. 09/373,926 

SEP172I1W 

Please replace the paragraph beginning on line 11 of page 9 with the following: 

5 Referring to Fig. 2 there is now shown a conceptual diagram of liow the 

predictive model detects premium fraud. The collection of insurance policies upon 
which the predictive model is developed Uom fomn a complex mutti-dimensional 
"policy space" 201, which contains all of the policies that will be evaluated by the 
, predictive model. Each policy Is described by many policy variables. These policy 

10 variables generally fall into three categories of variables: over-time policy variables. 
203, peer group variables 205, and internal policy variables 207. It is this coliection 
of policy variables that describes each policy in . the policy space 201. In general, 
many of these variables may be understood as measures of the amount, distribution, 
or nature of the activities or characteristics of the policyholder and its claimants, as 

15 indicators of premium fraud risk. 
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IN THE DETAILED DESCRIPTION: 



Please replace the paragraph beginning at line 20 of page 42 with the following: " 
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4. Policies with an olficer who is currently or was recently an officer on 
a different policy and where the new policy has a lower experience 
modification rate than the previous policy. The logic here attempts to 
identify policies that may be evading high experience modification rates by 
closing the company and re-opening it under a new name. Po li ci e s that 
hav e a olass - cod e on a c l aim for which no prem i um wac roportod at tho 
t i mo tho c la im was op e n e d. Th e logic h e re i s s i m il ar to tho first ru l o, 
e xc e pt in this caso tho job clacs code is listod - on-tho payro ll report but-no 




th ei r prem i um. 
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5. Policies that have a class code on a claim for which no premium 
was reported at the time the claim was opened. The logic here is similar to 
the first rule, except in this case the lob class code is listed on the payroll 
report but no pavroll is reported in that class code. This may imply that the 
employer Is misrepresenting the iob classifications of their payroll in order 
to lower their premium. 
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Each mle in the rule-based analysis 620 flags any policies that 
violate the rule. These flags can be used to create lists of violators, 
which are useful complements to the scores from the predictive 
model 622. As noted above, in a workers' compensation 
iniplementation, policies with zero payroll are not scored by the 
predictive model 622, so vyithout the rule-based analysis, 
suspicious policies in that group would not be evaluated. While the 
exclusion of such .policies, from the predictive model 622 is 



PAGE 4^26 " RCVD AT 9/17/2007 12:43:14 PM [Eastern Daylight Time] " SVR:USPTO-EPXRF-1/9 " DNIS: 2738300 " CSID:650 474 8401 " DURATrON (mm'SS):11-08 



09/17/2007 MON 10:45 FAX 650 474 8401 US PTO7 Gen Off FAX 0005/ 

. Application Serial No. 09/373,926 

appropriate, it may still be possible to identify suspicious policies in 
this group, as the above rules demonstrate. Thus, the rule-based 
analysis 620 provides such analysis, bringing any problem policies 
with zero payroll to the attention of auditors. The rule-based 
5 analysis can also provide valuable additional analysis for policies 

that are scored by the predictive model 622. For example, a policy 
with a class code on a claim that is not on the policy might be 
scored by the predictive model 622, but if nothing else about that 
policy looks suspicious, it may not score high. The rule-based 
10 analysis 620 however would flag such a policy as having a clear- 

cut, specific problem that is independent of how suspicious the 
policy looks more generally. 



4 



PAGE S/26 * RCVD AT 9/17/2007 12:43:14 PM [Eastern Daylight Time] ** SVR:USPT0-EFXRF-1/9 " DNIS:2738300 ** CSID:650 474 8401 * DURATION (mm-ss):11-08 



09/17/2007 MON 10:45 FAX 650 474 8401 USPTO-Gen Off FAX (2100.6/0 

Application Serial No. 09/373»926 
Please replace the paragraph beginning at line 2 of page 68 with the following: 

A randomly selected portion {e.g., 20-30%) of the model development dataset is 
held out 909 from model training, Thiis hold-out set Is referred to as the "test' data 908b 
5 and is used to test the model that is trained on the remaining dataset 908a portion of the 
dataset 906a. Evaluation of the hold-out data ensures that the predictive rnodel 622 
does not over-fit the training data 908a. Also, the test data can be used to estimate ef 
the production performance of the model (Indeed, of the entire system). 
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